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SUBJECT: Enpl oyer Provided Donestic Viol ence Anwareness Credit/Allows Credit to
Reduce Tax Bel ow Tentative M ni num Tax

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO
REMAINDER OF PREVIOUS ANALY SISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

This bill would provide a credit equal to 75% of the costs paid or incurred in
California in establishing and mai ntaining resources or educational progranms to
rai se awareness of donmestic violence in the workpl ace.

SUMVARY OF AMENDMENT

The April 10, 2000, anendnents made the foll ow ng changes:

Added | egi sl ative findings and decl arati ons.

Provided a credit under the Personal |Income Tax Law (PITL) as well as the Bank
& Corporation Tax Law (B&CTL).

Added a repeal date.

Limted the credit carryover to eight years.

Limted the costs to those incurred in California.

Clarified the type of training and | eave prograns that would qualify for the
credit and added a definition of qualified costs.

Del eted the credit |limtation provisions under the B&CTL for single nmenber
limted liability conpanies. (According to the author’s staff this itemwas
i nadvertently deleted, and the bill will be anmended to reinsert current |aw
Thus, this itemw Il not be discussed in this analysis.)

The anendnents resol ved many of the policy considerations raised in the
department’s analysis of the bill as introduced February 22, 2000. The current
| aw di scussion of Specific Findings in the department’s prior analysis still
applies. The remainder of that analysis is replaced with the foll ow ng.
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EFFECTI VE DATE

As a tax levy, this bill would beconme effective inmedi ately upon enact nent and
woul d apply to taxable or incone years begi nning on or after January 1, 2000, and
bef ore January 1, 2005.

SPECI FI C FI NDI NGS

This bill would create a credit equal to 75% of the costs paid or incurred in
California in establishing and mai ntaining resources or educational programs to
rai se awareness of donestic violence.

“Resources and educational prograns to rai se awareness” would include, but not be
limted to, any of the follow ng:

& Devel opi ng and i npl enenti ng docunented training about the inpact of donestic
vi ol ence for human resource staff, managenment and enpl oyee assi st ance
prof essionals, and security staff and enpl oyees. Trainers would be required
to denonstrate expertise in understandi ng donmestic viol ence.

@ Providing | eave, either paid or unpaid, for enployees who are donestic
violence victinms to seek shelter, seek counseling at a | ocal service
provider, or for court-related needs.

@ Integrating the needs of domestic violence victins who are enpl oyees into
exi sting enpl oynent policies and practices.

(& Devel opi ng security protocols for enployees, including enployees who are
donestic violence victins.

@ Providing donmestic violence resources to enployees (e.g., security for
enpl oyees, information about support services for donestic violence victins,
energency financial assistance, and rel ocation assistance).

“Domestic violence victini would be defined by Section 6211 of the Fam |y Code
that defines “donestic violence” as abuse perpetrated agai nst specified persons
(e.g., a spouse or fornmer spouse).

“Al | owabl e costs” woul d incl ude:

@ costs to hire comunity-based donestic violence prograns to provide
training, services, and materials and to consult in the devel opnent of
domesti c vi ol ence wor kpl ace policies and prograns; and

 costs of providing donestic violence resources to enpl oyees (e.g.,
devel opnent of security protocols, information about support services for
domestic violence victins, enmergency financial assistance, and relocation
assi st ance).

Any credit anmount in excess of tax could be carried forward up to eight years.
The bill specifies that this credit would be allowed to reduce regul ar tax bel ow
tentative m nimumtax.
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Pol i cy Consi derati ons

Conflicting tax policies come into play whenever a credit is provided for an
expense itemfor which preferential treatnent is already allowed in the form
of an expense deduction. This new credit would have the effect of providing
a doubl e benefit for that expense item On the other hand, making an
adjustment to deductions in order to elimnate the double benefit creates a
state and federal difference, which is contrary to the state's genera
conformty policy. In the case of a one-tine expense deduction, the
reducti on of that expense would not create an ongoi ng difference.

This bill would provide a credit for 75% of costs that are currently
deducti bl e for tax purposes. This credit, conmbined with the deduction of
the expenses for federal and state tax purposes, could provide tax
reductions of nore than 100% of the taxpayer’s costs.

This bill provides that allowable costs nmust be paid or incurred in
California to qualify for this credit. However, allowable costs include
both costs to hire conmunity-based donestic violence prograns to provide
training, services and materials and to devel op security protocols,
energency financial assistance and rel ocation assistance. This may raise
constitutional issues because a nmulti-jurisdictional taxpayer m ght pay or

i ncur these expenses outside of California (for exanple, at the corporate or
ot her headquarters in another state). However, the taxpayer would not be
able to claimthis credit even though itens such as materials were then
shipped into California for use at the taxpayer's business |location within

California. It may be found that the taxpayer’s inability to deduct these
expendi tures unfairly discrimnates against out-of-state businesses that are
subject to California tax. It would be nore appropriate to limt the credit

to costs incurred to train and provi de assistance to California enpl oyees.

| npl ement ati on Consi derati ons

Impl ementing this bill would require some changes to existing tax forms and
instructions and i nformation systens, which could be acconplished during the
departnent's normal annual update.

It may be difficult for audit staff to verify the expenses allowable for the
credit. In addition, because the definition of donestic violence awar eness
programis very broad and subjective, taxpayers and departnent staff may

di sagree on whet her expenses would qualify for the credit.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inmpact the departnent’s costs.

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimated as
foll ows:
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Esti mat ed Revenue | npact
I ncone Years Beginning On or After January 1, 2000
Enact ment Assumed After June 30, 2000
Fi scal Years
(In MI1ions)
2000-01 2001- 02 2002- 03
-$25 - $33 -$34

Thi s anal ysis does not consider the possible changes in enpl oynent,
personal income, or gross state product that could result fromthis
neasur e.

The estimated | osses increased approximately $7 mllion each year as
conmpared to the bill as introduced because the anmendnent added PIT
t axpayers.

Tax Revenue Di scussion

The projected revenue | osses were derived using various information sources
i ncl udi ng WEAVE, the Bureau of Labor Statistics (BLS) data on simlar
enpl oyee benefits, the Blue Shield Donestic Violence Program and the

University of Illinois evaluation of a donestic violence prevention
program Experts in the California donestic violence prevention prograns
believe this bill could provide a significant inpetus for expansion of

domesti c viol ence prograns. The nunber of training classes, |eave tine,
etc., used in this analysis is assuned to be largely attributed to the
substantial incentive effect of this proposal.

The mai n conponents of this revenue projection are for donestic viol ence
training for enpl oyees and for | eave tine provided under a | eave policy
addressing the needs of donestic violence victins. A total of 11 mllion
California enpl oyees was used in calculating the estinmated revenue inpact.
That nunber was derived by starting with the 10 mllion PIT returns with
wage incone (the 1999 FTB Annual report), increased by 43% or 4.3 mllion
i ndividuals, to account for two-wage earner famlies. The approximtely 14
mllion wage earners was reduced to reflect enpl oyees of enployers not
eligible for the credit. The ineligible enployers accounted for 640, 000
exenpt organi zati on enpl oyees, 218, 000 i nsurance conpany enpl oyees, and 2.2
mllion governnent enployees. This equates to 11 million eligible

enpl oyees of PITL and B&CTL enpl oyers. The associ ated revenue | oss was
computed as foll ows:

1. Training. Based on BLS data, it is assuned that 30% of the total
11 mllion California enpl oyees woul d receive donestic viol ence
training over a three-year period, with training continuing
proportionately in later years. Based on conversations with the head
of the Blue Shield Donestic Violence Program and a nmenber of the
statewi de | eadership team on domestic viol ence, 30% of eligible

enpl oyees woul d receive training fromcomercial trainers. The

remai ning 70% woul d receive training fromvolunteers recently trained
to provide donestic violence training statew de.
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The appropriate costs for both types of training were applied to each
section of the universe, total cost of $20.5 million rultiplied by the
proposed 75%tax credit. It is assuned that 75% of the credit would be
applied in the year generated, 10% applied in the follow ng incone
year, and the remai nder would not be applied due to sone enpl oyers
insufficient tax liability to offset the generated credit. The total
projected training portion of the credit for 2000 is approxi mately $12
mllion.

2. Enployee |l eave. Al though the bill does not require that paid | eave
be provided, taxpayers would be allowed a credit for allow ng victins
of donestic violence to take paid | eave under a | eave policy that
recogni zes victins’ needs. So wonen who woul d take sick | eave because
of donestic violence would qualify the taxpayer for the credit. To
estimate the revenue inpact, it was assunmed that 25%of the 5.5 mllion
cor porate wonen enpl oyees woul d experi ence donestic violence (during
their lifetinme) and receive paid | eave for donestic violence issues.
Thi s assunption was based on information fromthe sources |isted above.
It was projected that 50% of the donmestic violence cases in which paid
| eave is allowed would not be reported to enployers as related to
domestic violence. This is in part because of the stigma attached to
domestic violence. Thus the taxpayer would not be aware that the | eave
time would qualify for the credit. The average tinme off work per
donestic violence incidence is three days, and an average wage of $15
per hour was used. It is assumed that enployers would incur 10% of

t hese expenses each year, for a total projected cost for paid | eave
associated with donmestic violence of approximately $25 million. It was
assuned that 65% of the available credit would be applied in the year
generated, 10% would be applied in the follow ng year, and the

remai ning credit would not be applied due to enployers with
insufficient tax liability to offset the credit. The total projected

| eave tine portion of the credit for 2000 is approximately $12 mllion.
A growh rate of 7% per year was applied to subsequent years.

3. Security. Estimated costs related to enployer provided security
relating to donestic violence also were included in this projection
However, it was projected that these costs would not have a materi al
i npact on the projected revenue | osses. It was assuned that an

enpl oyer could not claimthe credit for an existing security force.

Since the bill does not require that the credit be in-lieu of any associ ated
deductions, no offset was made for foregone deductions. The estimate is
larger in the first year to account for taxpayers that woul d reduce
estimated tax paynments over the first half of the fiscal year. A higher
credit utilization rate (75% was used for the training portion of the
credit than was used for the |eave portion (65%. That is because it was
assumed that larger firnms were nore likely to inplenment training prograns
while victins of donestic violence were nore likely to report domestic

vi ol ence as the reason for taking leave tine in small sized firms. Further,
if firms report training credits, less tax would be available for |eave
paynents.

POSI T1 ON

Pendi ng.



